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Number of passengers. 9,124,000 8,643,000 5.6 
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REPORT OF THE CHAIRMAN 


EARNINGS: 

Earnings for the year were substantially better. 
Net earnings for 1963, including profits from the 
sale of equipment, amounted to $17,203,000, 
equivalent to $2.05 for each share of common stock 
outstanding. 1962 earnings were $7,098,000, equiv¬ 
alent to $.83 for each share. 

Profits from the sale of equipment represented a 
smaller proportion of earnings in 1963, being 
$675,000 for 1963 and $1,721,000 for 1962. 

REASONS FOR THE INCREASE IN EARNINGS: 

Total dollar sales and percentage of seats sold in¬ 
creased, while the unit cost of producing our services 
was reduced. 

Increase in Traffic : 

American’s passenger-miles sold increased 1016% 
in 1963, largely because the national economy was 
strong, bringing about an increase in travel, both 
business and personal. 



We increased our production of seat-miles 716% 
in 1963, but the sale of passenger-miles increased 
1016%, giving better occupancy for our airplanes. 
American’s system load factor for 1963 was 58.6%, 
nearly five percentage points higher than the aver¬ 
age for the domestic industry. Our load factor for 
1962 was 57.0%. 

Reduction in Unit Costs : 

We operated more efficiently in 1963. Our busi¬ 
ness was better managed. A higher proportion of 
turbine-engined airplanes in the fleet, with a con¬ 
tinuing increase in reliability, also contributed to 


the reduction in cost. 

Each available ton-mile produced in 1963 cost 
25.7 cents. The comparable cost for 1962 was 28.1 
cents. 


REDUCTION IN AVERAGE INCOME UNITS: 

On the other side, making profitable operation 
more difficult, we had a decline in the average rate 
of return for each passenger-mile sold. The average 
for 1963 was 6.03 cents, against an average of 6.32 
cents for 1962. 

An important factor reducing revenue yield was 
the continued trend away from regular first-class 
travel during the year. The situation changed in Jan¬ 
uary 1964 following a substantial reduction in first- 
class rates, and the early months of 1964 showed 
major gains in first-class travel volume. 


LOW RATE OF RETURN ON INVESTMENT: 

American earned $17,203,000 in 1963, a heart¬ 
ening change from the low levels of the preced¬ 
ing three years. But, you will remember, American 
earned more than $21,000,000 in 1959, and more 
than $19,000,000 in 1956, and in both of those 
earlier years our capital investment was much lower. 

According to Federal regulatory policy, American 
Airlines, as a trunkline carrier, should earn 1014% 
on investment. But we earned far less than that in 
1963—6.9% on the average investment for the year 
(stockholder equity plus long-term debt). The aver¬ 
age rate of return for the domestic industry was even 
less, being about 416% for 1963. 


NET INCOME AND INTEREST 
VS RECOMMENDED RATE OF RETURN 
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RATE CHANGES IN 1963: 

There were a bewildering number of rate changes 
in the industry, some of them without sound reason 
for adoption, as shown by subsequent experience. 
Thankfully, some of these have now been abandoned. 

One rate innovation that gained early success, 
and continues to be successful, was the introduc¬ 
tion of a plan whereby military personnel on official 
leave and in uniform can travel at half-fare rates, on 
a space available basis. If, within reasonable time 
before time of plane departure, all of the available 
seats have not been sold at full price, military per¬ 
sonnel can buy tickets for the flight at half the jet 
coach fare, to the extent of available capacity. 

During the usual week, thousands of military per¬ 
sonnel travel at the reduced rate, with a substantial 
reduction in the cost of their travel. With the result¬ 
ing economies, they can be at home more often. This 
is a good arrangement for them. It is also a good 
arrangement for the carriers, permitting a half-fare 
return for seats that otherwise might have gone 
empty. 


RATE CHANGES IN 1964: 

There has been a continuing trend for several 
years toward fewer full-fare sales in the first-class 
section. We were charging more for first-class travel 
than the average customer was willing to pay. Many 
who preferred the comfort and relative privacy of 
first-class travel elected to travel by aircoach be¬ 
cause they believed that the premium for first-class 
travel was too high. 

American has long and consistently advocated a 
reduction in the premium for first-class travel. Oth¬ 
ers in the industry have opposed the reduction. This 
year the Federal regulatory agency permitted the 
reduction to go into effect as of January 15, 1964. 

The premium for first-class travel was most oner¬ 
ous on long journeys, because the dollar value of the 
premium bulked large. The new January rates in¬ 
volved a substantial reduction in first-class rates for 
all journeys of more than 700 miles. Before the Janu¬ 
ary reduction, the premium for first-class transpor¬ 
tation from New York to California, for example, was 
$41.80. Following the January reductions, the pre¬ 
mium was, and is, only $15.80. First-class transpor¬ 
tation is now on a sound, saleable basis. 

While our experience with the new rates has been 
short, the effect of the reduction appears to be salu¬ 
tary. Full-fare travel in the first-class section has 
increased appreciably and our average rate of fare 
return has improved. 


FINANCIAL POSITION: 

Our financial position is sound. Current assets at 
the end of the year were $252,357,000, including 
$142,299,000 in cash and marketable securities. In 
addition, $27,156,000 had been paid to manufac¬ 
turers, in deposits, to apply against future aircraft 
deliveries. Current liabilities were $153,245,000. 

Current liabilities at the year’s end included 
$28,583,000 in engine purchase obligations. As 
originally negotiated, these obligations would have 
been fully liquidated by the end of 1970. The sound 
financial condition of the company permitted their 
payment to be anticipated and all were paid during 
the months of January and February, 1964. 

The largest item in our balance sheet is 
$405,108,000 for aircraft, equipment, shops, han¬ 
gars and other buildings. There is included in that 
amount less than $10,000,000 for the value of 
piston-engined airplanes. We anticipate no book 
value loss for these piston-engined airplanes when 
they are retired from active service; instead we an¬ 
ticipate that their sale will realize a modest profit. 
Most of the value in this account is for our ASTROJET 
fleet, the most modern fleet in the industry, and on 
the books at substantially less than replacement 
value. 


THE ASTROJET FLEET: 

At the end of 1963, American owned and operated 
sixty-eight (68) four-engined ASTROJET planes, four 
of them in the all-cargo service. 

In 1964, American will take delivery of fifteen 
(15) three-engined Boeing Model 727 jet aircraft, 
with ten more to be delivered in 1965, total twenty- 
five (25). 

In the last half of 1965, American will take de¬ 
livery of fifteen BAC (British Aircraft Corporation) 
One-Eleven twin-engined jet planes, with another 
ten to be delivered in 1966. 

Both the One-Eleven and the 727 are smaller than 
the ASTROJETS now in service. The addition of these 
efficient, smaller aircraft to our fleet will permit: 
first, services to some of the smaller cities not now 
served by the larger airplanes; second, better multi¬ 
plicity of schedules on high traffic routes, where 
frequency of service is essential to the market; third, 
the retirement of the piston-engined airplanes. 

We have been fortunate in the selection of air¬ 
planes to be added to the ASTROJET fleet. They each 
have specific missions and flight performance re¬ 
ports indicate they will do the job for which they 
were chosen. 
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AMERICAN AIRLINES AIRFREIGHT 
HISTORY OF PIONEERING 


American Airlines has pioneered in the develop¬ 
ment of airfreight services. For more than 20 years, 
American has consistently expressed its confidence 
in the future of freight transportation by air. But 
American has not been content with expressions of 
faith in the future; it has been willing to do, and has 
done, the multitudinous, difficult, day-to-day tasks 
that are usually the part of a pioneer. 

The photographs on these pages will remind you of 
the long road to success in airfreight transportation: 

—the pre-War DC-3, fitted out for the transportation 
of freight, and called the Flagship Airfreighter...the 
first domestic all-cargo aircraft; 

—the C-39 of the mid-1940s, at the time the largest 
land plane in air-cargo transportation; 

—the DC-4, a four-engined airfreighter with a capac¬ 
ity more than triple that of the DC-3; 


—the Douglas DC-6A, which was expressly designed 
for profitable operation as an airfreighter; 

—the DC-7F,the first of the airfreight planes capable 
of nonstop operation from California to New York; 

—the splendid Boeing Astrojet Freighter, capable of 
transporting 90,000 pounds of freight, in nonstop 
operation from New York to California, at speeds of 
approximately 600 miles per hour. 

PROFITABLE 

In 1963, revenues from airfreight services 
increased American’s before-tax profits by some 
$4,000,000, about 15% of total profit for the year. 
In 1962, this profit contribution was more than 
$3,500,000, about 30% of total profit for that year. 

American Airlines, year after year, transports more 
airfreight in domestic service than any other carrier. 


American’s Astrojet Freighters 
and Astro-Loaders have been 
a money-making combination. 















Francisco 

lakland 



POINTS WITHIN 

Albany, N. Y. 
Baltimore, Md. 
Boston, Mass. 
Buffalo, N. Y. 
Charleston, W. Va. 
Chicago, III. 
Cincinnati, 0. 


6 

































AMERICAN AIRLINES 


Oakland, Cal. 
Oklahoma City, Okla. 
Philadelphia, Pa. 
Phoenix, Ariz. 
Pittsburgh, Pa. 
Providence, R. I. 
Rochester, N. Y. 


St. Louis, Mo. 

San Antonio, Tex. 
San Diego, Cal. 

San Francisco, Cal. 
Scranton, Pa. 
Springfield, Mass. 
Syracuse, N. Y. 


Tucson, Ariz. 
Tulsa, Okla. 
Washington, D. C. 
Wilkes-Barre, Pa. 


OUTSIDE THE U.S.A. 

Mexico City, D.F., Mexico 
Toronto, Ontario, Canada 



























AMERICAN AIRLINES. INC. AND CONSOLIDATED SUBSIDIARY 

STATEMENT OF CONSOLIDATED SOURCE AND APPLICATION OF FUNDS 


SOURCE OF FUNDS 

Net earnings for the year. 

Depreciation, amortization and deferred federal income tax. 

Total from operations. 

Disposal of property and equipment. 

Increase in current liabilities less increase in inventories, receivables and 
prepaid expenses. 


APPLICATION OF FUNDS 

Capital expenditures and deposits with manufacturers 

Change in long-term debt.'. 

Dividends. 

Other (net). 


INCREASE IN CASH AND MARKETABLE SECURITIES 
CASH AND MARKETABLE SECURITIES BALANCE AT: 

Beginning of Year. 

End of Year. 


1963 

$ 17,203,406 
65,273,240 

82,476,646 

18,885,290 

34,127,169 

135,489,105 

89,508,867 

27,847,417 

8,506,785 

1,053,939 

126,917,008 
$ 8,572,097 

$133,727,151 

$142,299,248 


1962 

$ 7,097,559 

61,078,219 

68,175,778 

16,256,741 

124,132 

84,556,651 

38,803,738 

(3,700,379) 

8,506,034 

2,043,876 

45,653,269 
$ 38,903,382 

$ 94,823,769 
$133,727,151 


* Includes $22,390,000 of prepayments in 1964 of long-term engine purchase obligations as explained on Page 2. 
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AMERICAN AIRLINES, INC. AND CONSOLIDATED SUBSIDIARY 


STATEMENT OF CONSOLIDATED EARNINGS 


REVENUES 
Passenger 
Freight . . 
Mail . . . 
Express . 
Other . . 


EXPENSES 

Operations. 

Maintenance and repairs. 

Selling and advertising. 

Retirement benefit plan, social security taxes, etc, 

General and administrative. 

Provision for obsolescence and depreciation . . . 

Interest and miscellaneous—net.. 

Federal income tax. 


Profit on disposal of property and equipment, less 
federal income tax. 


NET EARNINGS FOR THE YEAR (Note 3) 


RETAINED EARNINGS 
Balance at beginning of year 


Deduct dividends paid 

On 3'/2% cumulative convertible preferred stock 
($3.50 per share per year). 

On common stock 

($1.00 per share per year). 


Balance at end of year (Note 4) 


YEAR ENDED DECEMBER 31 


1963 

$434,704,277 

33,592,802 

10,447,401 

5,225,855 

4,086,371 

488,056,706 


207,242,330 

101,421,155 

54,976,843 

13,434,664 

19,659,466 

49,821,603 

10,772,741 

14,200,000 

471,528,802 

16,527,904 

675,502 


17,203,406 


98,011,046 

115,214,452 

228,833 

8,277,952 

8,506,785 

$106,707,667 


1962 

$412,152,286 

31,017,703 

10,806,747 

5,579,838 

3,491,226 

463,047,800 


203,430,205 

104,225,660 

52,994,737 

11,633,422 

18,891,680 

48,460,152 

14,335,159 

3,700,000 

457,671,015 

5,376,785 

1,720,774 


7,097,559 


99,419,521 

106,517,080 

241,279 

8,264,755 

8,506,034 

$ 98,011,046 


Reference is made to the accompanying notes. 
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AMERICAN AIRLINES. INC. AND 

CONSOLIDATED 


ASSETS DECEMBER 31 

CURRENT ASSETS 1963 1962 

Cash . $ 11,790,564 $ 13,923,497 

U.S. Government and other marketable securities, at cost. 130,508,684 119,803,654 

Receivables (Note 2). 85,752,650 85,166,314 

Spare parts, materials and supplies, at cost, less obsolescence reserve. 23,194,809 22,397,880 

Prepaid expenses. 1,110,781 1,433,483 


TOTAL CURRENT ASSETS. 252,357,488 242,724,828 

INVESTMENTS AND SPECIAL FUNDS, AT COST 
Cash deposits with manufacturers for purchase of 

flight equipment (Note 1)., . . 27,156,398 6,686,590 

Investments in and advances to subsidiaries not consolidated 

(Equity: 1963—$7,460,000; 1962-$6,636,000). 1,280,000 1,280,000 

Miscellaneous. 8,233,457 9,105,199 

36,669,855 17,071,789 

FLIGHT EQUIPMENT, AT COST. 577,299,565 553,361,054 

Less: Accumulated obsolescence and depreciation. 205,127,421 184,968,557 

372,172,144 368,392,497 

LAND, BUILDINGS AND OTHER EQUIPMENT, AT COST. 71,738,720 69,232,474 

Less: Accumulated depreciation. 38,803,310 35,114,595 

32,935,410 34,117,879 

DEFERRED CHARGES. 3,437,461 4,121,719 

$697,572,358 $666,428,712 


Reference is made to the accompanying notes. 

































CONSOLIDATED SUBSIDIARY 

BALANCE SHEET 


LIABILITIES AND CAPITAL 

CURRENT LIABILITIES 

Accounts payable. 

Accrued salaries and wages. 

Other accrued liabilities.. 

Engine purchase obligations—current. 

Air travel plan subscribers’ deposits. 

Unearned transportation revenue. 

TOTAL CURRENT LIABILITIES. 

LONG-TERM DEBT (Note 4) 

Senior debt. 

Engine purchase obligations. 

Subordinated convertible notes. 

DEFERRED FEDERAL INCOME TAX. 


CAPITAL STOCK (Note 5) 

Number of Shares 

Preferred stock, par value $100 per share— 
Authorized. 

1963 

600,000 

1962 

600,000 

Issued and outstanding (3V2% cumulative 
convertible). 

57,258 

68,886 

Common stock, par value $1 per share— 
Authorized. 

12,000,000 

12,000,000 

Issued. 

8,368,573 

8,312,319 

Held in treasury. 

35,870 

61,350 

Outstanding. 

8,332,703 

8,250,969 


ADDITIONAL PAID-IN CAPITAL (Note 5) 
RETAINED EARNINGS (Note 4) . . . . 


DECEMBER 31 


1963 

$ 72,852,417 
18,067,433 
12,735,642 
28,583,122 
10,874,475 
10,131,916 

153,245,005 


271,100,000 

40,000,000 

71,459,000 


5,725,800 


8,332,703 

41,002,183 

106,707,667 

$697,572,358 


1962 

$ 62,123,515 
17,104,018 
9,151,735 
9,227,392 
10,681,950 
9,768,663 

118,057,273 


272,406,000 

26,541,417 

40,000,000 

56,847,000 


6,888,600 


8,250,969 

39,426,407 

98,011,046 

$666,428,712 


Reference is made to the accompanying notes. 
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AMERICAN AIRLINES. INC. AND CONSOLIDATED SUBSIDIARY 

NOTES TO FINANCIAL STATEMENTS 


note i: The Company has outstanding commitments for the 
purchase of 50 aircraft (scheduled for delivery during 1964- 
1966) and other equipment and modifications, totaling approx¬ 
imately $208,000,000. Of this amount, $25,956,398 had been 
deposited with the manufacturers at December 31, 1963, and 
an estimated $95,000,000 will be expended during 1964. 
In addition, at December 31, 1963, a total of $1,200,000 
had been deposited under letters of intent for supersonic 
aircraft. 

Annual rental payments under long-term leases in effect at 
December 31, 1963 approximate $14,000,000 for airport, of¬ 
fice facilities and equipment and will increase to approximately 
$15,000,000 in 1965. 


note 2 : As a result of additional depreciation deductions avail¬ 
able for federal income tax purposes, the Company has a loss 
for tax purposes for 1963 and 1962. Tax refund receivables of 
$870,000 and $7,934,000 as of December 31, 1963 and 1962, 
respectively, have been established for recovery of a portion 
of taxes paid for 1960 and 1959. 

Under the Revenue Act of 1962, the investment tax credit 
applicable to certain depreciable assets totals approximately 
$12,000,000. The permanent benefit thereof is being amor¬ 
tized over the life of the related assets. 

note 3: Net earnings for 1963 were decreased by $1,500,000 
as a result of increased depreciation from a change in esti¬ 
mated lives and residual values of piston aircraft. 


note 4 : Long-term debt at December 31, 1963 consisted of the 
following: 

Senior debt 

3% sinking fund debentures due June 1, 

1966 (less current portion of $766,000 
included in accrued liabilities and repur¬ 
chases of $584,000 toward $1,350,000 


annual sinking fund requirement). . . $ 21,100,000 

4% promissory notes due 1967-1996 . . 75,000,000 

4'/t% promissory notes due 1967-1996 . . 60,000,000 

5% promissory notes due 1967-1996 . . 30,000,000 

5%% promissory notes due 1967-1996 . . 85,000,000 

$271,100,000 

Subordinated convertible notes (5%) due 

1970-1985 .$ 40,000,000 


Under the provisions of the most restrictive of the long-term 
debt agreements, $65,076,727 of the retained earnings of 
$106,707,667 at December 31, 1963 are not available for 
payment of cash dividends. 

note 5: At December 31, 1963, 277,024 shares of common 
stock were reserved for conversion of 31/2% cumulative convert¬ 
ible preferred stock (on the basis of 4.83792 shares of common 
for each share of preferred) and 1,142,858 shares for conver¬ 
sion of 5% subordinated convertible notes (at $35.00 per share). 

There were outstanding at December 31, 1963, options on 
50,370 shares of common stock, aggregating $935,000, of 
which options on 7,010 shares were then exercisable. The 
options expire six years after the dates on which granted. 

During 1963, additional paid-in capital was increased by 
$1,106,546 as the result of conversion of 11,628 shares of 
preferred stock into 56,254 shares of common stock and by 
$469,230 as the result of exercise of options on 25,480 shares 
of common stock. 


Arthur Young & Company 

Certified Public Accountants 

U. S. A.. CANADA. MEXICO. SOUTH AMERICA 
GREAT BRITAIN. CONTINENTAL EUROPE 
MIDDLE EAST. SOUTH AFRICA. AUSTRALIA 

The Board of Directors and Shareholders 
American Airlines, Inc, 

We have examined the accompanying consolidated balance 
sheet of American Airlines, Inc. and Consolidated Subsidiary 
at December 31, 1963, the related statements of consolidated 
earnings and the consolidated source and application of 
funds for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records 
and such other auditing procedures as we considered neces¬ 
sary in the circumstances. 

In our opinion, the statements mentioned above present 
fairly the financial position of American Airlines, Inc. 
and Consolidated Subsidiary at December 31, 1963, the re¬ 
sults of their operations and the source and application of 
their funds for the year then ended, in conformity with 
generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


February 7, 1964 




165 BROADWAY 

New York. N.Y. 10006 
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